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Recent Monetary and Credit Developments
IN THE FIRST HALF OF 1964, the Federal
Reserve continued to provide through open
market operations the reserve base to sup-
port further expansion in bank credit and
money within an environment of rising out-
put and employment and over-all stability
of industrial prices.
Meantime, the Federal Reserve also
helped to maintain a relatively firm tone in
the money markets so as to limit incentives
for liquid funds to move abroad in search of
higher yields. Despite some improvement in
the U.S. balance of international payments,
the continued adverse balance still consti-
tuted a major consideration in the formula-
tion of monetary policy.
Total bank credit continued to expand at
a rapid pace during the first half of the year,
although somewhat less rapidly than in late
1963. Bank loans were readily available,
and total loans outstanding rose faster than
thev had last year. To accommodate this
growth in lending, banks reduced moder-
ately their holdines of U.S. Government
securities and curtailed their net purchases
of municipal and other securities.
The money supply rose at an annual rate
of about 3 per cent, somewhat less than in
late 1963. But in June it registered the larg-
est increase since November. Time and sav-
ings deposits at commercial banks also in-
creased less rapidly, reflecting in part a
reduction in the rate of savings inflows to
financial intermediaries generally.
Demands for and supplies of funds in
credit markets were in close balance, and
interest rates showed little net change during
the first half. Market yields fluctuated, how-
ever, increasing a little in the first quarter
and dropping back thereafter, largely in
response to shifts in market expectations.
BANK CREDIT
Commercial banks continued to supply a
large volume of funds to credit users in the
first half of 1964, as they have throughout
the current business upswing. Growth in
total loans and investments was at an annual
rate of 7 per cent, as compared with 8.6
per cent in the 5 months immediately fol-
NOTE.—Seasonally adjusted. Total and nonborrowed re-
serves, monthly averages of daily figures for member banks.
Total reserves also adjusted to exclude the effects of changes
in reserve requirements. Nonborrowed reserves are total re-
serves (adjusted) minus borrowings at F.R. Banks. Latest
excluded) and investments,
: for June 30, Dec. 31 call
atest figures, June 30 (esti-
mated).
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lowing the shift to a moderately less stim-
ulative monetary policy last July. Since the
beginning of the current business upswing
in early 1961, bank credit has increased 29
per cent, 5 percentage points more than the
increase in gross national product.
The trends toward liquidation of hold-
ings of U.S. Government securities and re-
duced purchases of municipal and other
securities, which became evident in late
1963, have been more pronounced this year.
Late last year banks added to their invest-
ments while accommodating a large rise in
loans. But this year, when they expanded
loans even faster, they reduced their invest-
ments slightly.
Loans. Bank loans appear to have been
readily available throughout this business
upswing. This is suggested by the different
pattern of loan growth as compared with
earlier postwar expansions. In earlier pe-
riods the rate of growth in loans accelerated
in the recovery phase, then tapered off and
finally declined during the later stages of
the business expansion; this time it has been
rising almost continuously. During the first
half of 1964, the annual rate of growth was
nearly 13 per cent.
Moreover, interest rates on bank loans
have not shown any appreciable rise as they
had in earlier periods of business expansion.
Rates charged on short-term loans to busi-
ness are at about the same level as at the
recession trough in 1961 and are well below
the 1959-60 highs. And on mortgage loans,
interest rates have declined substantially
since 1960, although they have leveled off
recently.
The types of loans that banks have been
making also suggest that funds have been
readily available. Had they not had ample
funds for their regular domestic customers,
banks probably would not have acquired
$370 million of participations in Export-
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Growth in business loans stable but less rapid
BUSINESS
10 15 20 25 30
Months offer cyclical low
35
NOTE.—Indexes based on seasonally adjusted data (exclud-
ing interbank loans) at all commercial banks for last Wednes-
day of month (except for June 30, Dec. 31 call dates). Cyclical
lows—May 1954, April 1958, February 1961. Cyclical highs-
August 1957, May 1960.
Import Bank loans or increased their for-
eign lending so much as they did in early
1964. Over the first 5 months—as in the
last half of 1963—bank credit to foreign-
ers, including acceptance financing, in-
creased about 10 per cent. Although such
credit increased faster than that to domestic
users, it accounts for less than 5 per cent
of all commercial bank credit.
Business loans. Outstanding loans to non-
financial businesses, a preferred customer
group at most banks, have expanded less
rapidly in the current business upswing than
in the 1954-57 and 1958-60 expansions. But
again, the growth rate has been more stable.
In both 1962 and 1963 it amounted to
about 9 per cent per annum and it continued
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at a rate close to that in the first half of
1964, after allowance for seasonal influ-
ences.
Growth slackened somewhat in the first
quarter, when the pace of inventory accumu-
lation fell off from the accelerated rate of
late 1963. In the second quarter demand
for business loans strengthened again. Ex-
pansion was more rapid mainly in the
metals and metal products, construction,
trade, and miscellaneous manufacturing and
mining groups. Loans to public utilities and
the petroleum refining and chemicals in-
dustries, which had contributed substantially
to the 1954-57 credit expansion, have
changed little in this upswing.
The more moderate rate of increase in
business loans in the current upswing re-
flects less pressing needs by businesses for
outside financing. Plant and equipment ex-
penditures have grown less sharply and con-
tinue to account for a smaller share of the
economy's total expenditures than in some
earlier business upswings. Inventory ac-
cumulation, too, has been moderate and
relatively more stable than before.
Also, the large volume of funds available
from internal sources has contributed to re-
duced reliance on banks for financing of
capital requirements in this expansion. Cor-
porate profits before taxes have continued
to expand, in contrast with the squeeze on
profits that developed in other recent up-
swings. Profits after taxes have been buoyed
by increased use of the investment tax credit
and by this year's 2-point cut in the corpo-
rate income tax rate. Depreciation allow-
ances, which were stepped up with the
inauguration of more liberal rules 2 years
ago, continue their gradual rise.
As a result of these developments, the
total amount of internal funds available—
from undistributed profits and depreciation
allowances—continues to exceed plant and
equipment outlays, whereas in the later
stages of other recent expansions capital
outlays had substantially exceeded internal
funds.
Ready availability of funds to businesses
through the money and capital markets also
has helped to moderate the need for bank
financing. The volume of new securities is-
sued by corporations in the first half of 1964
was considerably larger than in the first half
of 1963, although a $1.2 billion issue of
stock by a large public utility in early April
accounted for most of the increase. Through
May, commercial and finance company
paper outstanding, seasonally adjusted, rose
at an annual rate of 16 per cent. This was
a continuation of the rapid growth trend
that has prevailed over much of the current
upswing.
Other loans. Banks added to their hold-
ings of real estate mortgages in the first half
of 1964 at about the same rapid pace—
roughly 13-14 per cent per year—as in 1962
and 1963. They began to acquire larger
amounts of mortgages and other high-yield-
ing longer-term assets following the rapid
inflow of time and savings deposits when
rates paid on these deposits were raised in
early 1962. Even though the inflow of such
deposits has slackened somewhat this year,
the volume of mortgage financing has re-
mained close to 1963 levels, and banks have
absorbed about the same proportion of new
mortgages as last year.
This year's growth in consumer loans has
been a little faster than in the last half of
1963 and a little slower than in the first
half. Banks have been competing intensively
for such loans in recent years, and their
share of total consumer credit outstanding
has remained near the 38 per cent peak
reached in late 1963.
Security loans advanced further in 1964
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but showed wide fluctuations, as usual.
These fluctuations stem mainly from changes
in borrowing by brokers and dealers in re-
sponse to changes in their inventories and in
the availability of funds from other sources,
particularly around the quarterly corporate
tax dates.
The contraseasonal rise in security loans
between December and June reflected a
smaller than usual amount of borrowing by
U.S. Government securities dealers in late
December and a larger than usual amount
of borrowing by both brokers and dealers
toward midyear. Since November, when the
Federal Reserve raised margin requirements
on new loans for purchasing or carrying
listed stocks, the volume of stock market
credit has shown little change.
Investments. Bank holdings of securities
declined about $1 billion in the first half of
1964, after allowance for seasonal changes.
This was the first significant reduction since
the first half of 1960. Although banks con-
tinued to acquire municipal and Federal
agency issues, they did so at a reduced
pace, and the increase in these holdings was
more than offset by the decline in holdings
of U.S. Government securities.
The decline in rate of acquisition of mu-
nicipal and Federal agency issues continued
the downtrend that began last September
after 2 years of unusually rapid growth. In
the first half of 1964, holdings of such issues
increased at an annual rate of 7.5 per cent
compared with a rate of more than 12 per
cent in the last 4 months of 1963 and 23
per cent earlier in the year.
Most of the slackening has been at large
city banks, where the earlier growth had
been most rapid. This suggests that desired
portfolio levels had been reached at these
banks. At banks outside leading cities, where
investment policies are generally less flexible
than at city banks, the slackening in pur-
chases of municipal and agency issues has
been more moderate.




BANK LIQUIDITY reduced further
SHORT-TERM
{ U.S. GOVT. SECURITIES/TOTAL DEPOSITS
Per cent
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NOTE.—U.S. Govt. and other securities are seasonally ad-
justed data for last Wednesday of month (except for June 30,
Dec. 31 call dates). Short-term U.S. Govt. securities are
those maturing within 1 year. Deposits are net of cash items
in process of collection. Latest figures, U.S. Govt. and other
securities, June 30 (estimated); ratio, May.
The reduced rate of acquisitions of mu-
nicipal and Federal agency securities in
early 1964 had little impact on the markets
for these securities, notwithstanding the pre-
dominant position of commercial banks in
these markets in the preceding 2 years. Al-
though State and local governments issued
about the same volume of new securities
this year as in the first half of 1963, the
amount left to be absorbed by nonbank
purchasers was unusually large. Neverthe-
less, the redirection in the placement of
these securities occurred with a smaller net
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impact on their market yields than might
have been expected.
Bank holdings of U.S. Government se-
curities, seasonally adjusted, declined by
about $2.2 billion in the first half of 1964,
or about as much as in the last half of 1963.
Through May a large part of the decline
was in Treasury bills and in other issues
maturing within a year. Banks regularly ac-
quired appreciable amounts of the new
monthly issues of 1-year bills, but sales and
run-offs of bills and other short-term securi-
ties exceeded these acquisitions.
Holdings in the 1-5 year range also de-
clined, but holdings in the long maturity
range increased slightly. Banks acquired
substantial amounts of long-term bonds in
the January advance refunding operation
and in the May refunding, but the effects of
these acquisitions were offset in part by sales
and by shifts of securities into the inter-
mediate maturity range through the pas-
sage of time.
Bank liquidity. With loans expanding at an
accelerated rate and deposits rising some-
what less rapidly than in 1963, bank ratios
of loans to deposits increased further. The
average ratio for all commercial banks rose
more than 2 percentage points to 60.9 per
cent in June—a new high for recent years.
This was a larger rise than for the entire
year 1963.
The most rapid advance was at country
banks, which have shown the lowest ratios
throughout the postwar period. At banks in
New York City, where ratios are highest,
there has been little net change since 1959,
when they reached their postwar peaks.
Thus, smaller banks as well as large ones
have achieved a more fully loaned position,
thereby increasing the sensitivity of their
lending responses to changes in monetary
policy.
Another indicator of the reduction in
bank liquidity is the declining ratio of bank
holdings of short-term Government securi-
ties to total deposits. Since December this
ratio has dropped about 1 percentage point.
In May, it stood at 6.4 per cent, less than
2 percentage points above the low reached
in mid-1960—near the end of a period of
reduced availability of bank credit. Hold-
ings of short-term municipal and Federal
agency securities, however, are a more im-
portant supplemental source of liquidity
now than they were earlier.
Some large banks apparently regard issu-
ance of negotiable time certificates of de-
posit as an alternate source of liquidity,
which can be relied on to help meet unantici-
pated loan demands or other drains. This
presupposes that additional funds can be
attracted from the money market as needed,
by offering higher rates if necessary.
Reliance on this source of funds, how-
ever, entails a variety of risks. An individual
bank may not always have adequate lee-
way under the regulations governing rates
on time deposits to offer rates that would
attract increased funds. Furthermore, de-
mand for CD's and other money market
instruments may not always be adequate to
absorb increased offerings at rates accept-
able to an individual bank in the light of the
amount it can earn on reinvestment of the
funds.
MONEY SUPPLY AND DEPOSIT TURNOVER
The seasonally adjusted money supply ex-
panded at an annual rate of 3 per cent in the
first half of 1964, as compared with 4 per
cent rate in the last half of 1963. Growth
this year has been somewhat uneven, partly
in response to changes in U.S. Government
deposits. In early May in particular the
privately held money supply was under con-
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siderable downward pressure as a result of
the unusually rapid build-up in these depos-
its from their low April level. But in June,
when U.S. Government deposits again rose
much more than usual, the money supply
expanded almost as much as it had in the
previous 5 months.
GROWTH ii Hoiey sipply <">& ••«• deposits coitiiies
Billions of dollars
NOTE.—Seasonally adjusted. Money supply and time de-
posits, semimonthly averages of daily figures. Money supply
consists of demand deposits at all commercial banks (except
those due to domestic commercial banks and the U.S. Govt.);
foreign demand balances at F.R. Banks; and currency in the
hands of the public. Commercial bank and F.R. Bank float
excluded. Turnover, monthly, of demand deposits except inter-
bank and U.S. Govt. at 343 centers outside New York. Latest
figures, June (preliminary).
A major feature of the recent growth in
the money supply has been the further large
rise in currency in circulation. In the first
half currency increased almost as much
as demand deposits. Since currency accounts
for only about one-fifth of the total money
supply, its relative growth rate per annum
—6 per cent—greatly exceeded that for de-
mand deposits, which was only 2 per cent.
The public has increased its holdings of both
coin and paper money, particularly large de-
nominations. Increases in $50 and $100
bills have accounted for about a third of the
rise in currency outstanding over the past
year.
The slower expansion in the money
supply in early 1964 than in late 1963 re-
flected the changing needs of the public
for bank credit and for cash for transactions
and liquidity purposes. Investment in inven-
tories, for example, was much smaller in
the first half of 1964 than in the last half
of 1963. In addition, interest rates were
higher, and this may have induced some
holders of cash to seek ways to economize
on the size of balances needed for transac-
tions purposes. Finally, after accumulating
cash balances in late 1963, individuals may
have drawn down their balances in early
1964, in acquiring large amounts of market-
able securities.
Turnover of demand deposits at banks
outside New York City advanced in the
second quarter of 1964 after having shown
little net change during the fall and winter.
Meanwhile, the volume of bank debits had
expanded substantially faster in the last half
of 1963 than in early 1964, although there
was some pick-up in the second quarter of
this year.
TIME AND SAVINGS DEPOSITS
Total time and savings deposits continued
their rapid expansion in the first half of
1964, but the rate of gain was somewhat
less than in 1963—11 per cent on an an-
nual basis compared with about 15 per cent
in 1963. Growth was rapid early in the year
and again toward midyear, but in March
and April, the rate was only a little over
half that in the other 4 months.
Passbook savings deposits at weekly re-
porting banks rose much less in the first half
of 1964 than they had a year earlier. The
$970 million increase this year was only
about three-fifths that in the comparable
period of 1963.
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This slowdown appears to have reflected
in part a redirection of the flow of consumer
savings away from financial intermediaries
and into direct acquisitions of marketable
securities, including common stocks, and to
some extent into accelerated debt repay-
ment. Savings and loan associations too
have experienced a marked slackening this
year in the growth of savings balances.
Both commercial banks and savings and
loan associations also experienced increased
competition from mutual savings banks, par-
ticularly in New York City where the mu-
tual banks raised their rates effective Janu-
ary 1. Although deposits at mutual savings
banks rose nearly 25 per cent more in the
first half of 1964 than the first half of 1963,
the dollar increase was much smaller than
the reduction in savings growth at com-
mercial banks and savings and loan associa-
tions.
Time deposits other than savings accounts
at weekly reporting banks rose about the
same amount as in the first half of 1963.
About two-thirds of the $3 billion or 14
per cent rise in these deposits was in negotia-
ble time certificates of deposit, which are
held mainly by business corporations. But
time deposits of State and local govern-
ments and of foreign governments, central
banks, and other official institutions also
rose substantially.
Negotiable time certificates of deposit
(CD's) outstanding at weekly reporting
banks expanded by more than $2 billion
during the first half of 1964, or at an annual
rate of 44 per cent, and at midyear they
totaled $11.7 billion. Among money market
instruments, these certificates are now sec-
ond in importance only to Treasury bills.
Growth in CD's was quite rapid in Jan-
uary and again in April and May, but in
February and March it was relatively mod-
erate. Around the quarterly tax and dividend
payment dates in March and June, maturi-
ties were quite large, and outstanding CD's
declined in those weeks.
The slowdown in growth of CD's in Feb-
ruary and March may have been due in part
to difficulties encountered by some banks in
rolling over maturing certificates at a 4 per
cent rate. To attract funds through CD's,
banks have found it necessary to pay a pre-
mium over the market yield on Treasury
bills with comparable maturities. For the
largest banks this premium generally has
been between 15 and 30 basis points, and it
has been larger for other issuers.
In February and March, when market
yields on Treasury bills advanced tempo-
rarily, some banks appear to have been un-
able to maintain the requisite differential,
and their outstanding CD's declined. In
April, after bill rates had receded, outstand-
ing CD's at those banks began to increase
again.
A survey at weekly reporting member
banks indicated that on May 20 the bulk of
the outstanding CD's in denominations of
$100,000 or more at the 244 banks issuing
such certificates had relatively short maturi-
ties; 72 per cent matured within about 5
months. Maturities at banks outside New
York and Chicago were somewhat shorter
than at banks in those cities. This pre-
sumably reflected in part the need for the
smaller banks to offer shorter maturities in
competing against large banks under the
4 per cent ceiling rate.
BANK RESERVES
Total reserves of member banks, seasonally
adjusted, rose at an annual rate of 4 per
cent through June 1964, slightly faster than
for the full year 1963. Reserves required
against private demand and time deposits
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increased at a considerably slower rate than
last year, but those against U.S. Government
deposits rose much more than usual.
To offset reserve drains from the decline
in Federal Reserve float and from market
factors influencing reserves and at the same
time to accommodate moderate growth in
the reserve base, the Federal Reserve in-
creased its holdings of U.S. Government
securities by $1.2 billion. Most of the ac-
quisitions were Treasury bills, but from
time to time the System added moderate
amounts to its holdings of issues in the inter-
mediate and long maturity ranges.
Free reserves averaged close to $100 mil-
lion in the first half of 1964; this was about
the same as in the last 5 months of 1963
following the July shift to a somewhat less
stimulative monetary policy. Excess reserves
continued to decline, after allowance for
usual seasonal movements, as they have
since the outset of this business upswing.
The decline reflects, in large part, the closer
management of reserve positions at coun-
try banks, which normally hold about 85
per cent of the excess reserves of all mem-
ber banks.
The attractive levels of short-term interest
rates have provided increased incentive to
banks to make effective use of their excess
reserves. Moreover, the expanding size of
country banks and the development of re-
gional markets for Federal funds by a num-
ber of correspondent banks throughout the
country have enabled them to place surplus
funds in the Federal funds market on a
more widespread basis than earlier.
Borrowings at the Reserve Banks also
moved generally lower over the first half of
1964. Compared with an average of $335
million in the last 5 months of 1963, bor-
rowings averaged about $260 million in May
and June. This reduction would indicate
some easing in reserve pressures on borrow-
ing banks during the period.
INTEREST RATES
Most short- and long-term interest rates
showed little change on balance in the first
half of 1964 after advancing during most
of 1963. At the end of June, yields on U.S.
Government securities were generally a few
basis points lower than at the turn of the
year, with the 3-month Treasury bill yield
slightly below the discount rate. Yields on
long-term corporate issues were a few basis
points higher than in late December, and
yields on State and local government issues
were about unchanged. Rates on mortgage
loans have remained stable for more than a
year following a protracted downtrend be-
ginning in 1960.
INTEREST RATES cbaige little
in first half of '64
Per cent per ann
1958 1964
NOTE.—Monthly averages of daily figures except for FHA
(based on quotation for 1 day each month). Corporate and
State and local govt. bonds, Moody's Investors Service. U.S.
Govt. bonds, issues maturing or callable in 10 years or more.
Treasury bills, market yields on 3-month bills. Latest figures,
June.
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Early in 1964 most market yields receded
from their peaks reached around the turn of
the year. Later, when the tax cut became
imminent and interest rates in some foreign
countries were rising, yields generally ad-
vanced. This increase reflected mainly ex-
pectations that increased pressures, includ-
ing those from an anticipated less stimulative
monetary policy, would soon develop in fi-
nancial markets. When it became apparent
that the initial responses of businesses and
consumers to the tax cut were moderate,
that an immediate shift to a less stimulative
monetary policy was unlikely, and that the
Treasury deficit for this calendar year would
be well below earlier projections, expecta-
tions changed and interest rates generally
declined.
The absence of any appreciable net
change in interest rates this year appears to
reflect a close balance between the supplies
of and demands for funds in money and
capital markets. New capital financing by
business corporations has been running at a
high level, and that by State and local gov-
ernments has been close to the high levels of
the past 2 years. In mortgage markets too,
demands for funds have remained near last
year's record levels.
Meanwhile, seasonal net repayments of
debt by the U.S. Treasury have been some-
what larger than last year, and total finan-
cial saving has continued to run high. While
flows to depositary-type institutions have
been smaller, funds flowing directly into
stocks and bonds have been larger.
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